REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF MATATIELE LOCAL MUNICIPALITY FOR THE 

YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Matatiele Local 
Municipality which comprise the Statement of Financial Position as at 30 June 
2009, statement of financial performance, statement of changes in net assets and 
cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory notes, and the accounting officer's 
report, as set out on pages xxx to xxx. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with Statements of Generally 
Recognised Accounting Practice (GRAP) and in the manner required by the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and for 
such internal control as the accounting officer determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) 
and section 126(3) of the MFMA, my responsibility is to express an opinion on 
these financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In 
making those risk assessments, the auditor considers internal control relevant to 
the entity’s preparation and fair presentation of the financial statements in order to 
design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal 
control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial 
statements. 

6. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were obtained 
and used in accordance with the legally adopted budget. As the budget reporting 
standard is not effective for this financial year, I have determined that my audit of 



any disclosures made by Matatiele Local Municipality in this respect will be limited 
to reporting on non-compliance with this disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 


Opinion 

8. In my opinion the financial statements present fairly, in all material respects, the 
financial position of Matatiele Local Municipality as at 30 June 2009 and its 
financial performance and its cash flows for the year then ended, in accordance 
MFMA Recognised Accounting Practice and in the manner required by the 


Emphasis of Matters 

9. Without qualifying my audit opinion. I draw attention to the following matters. 


Restatement of Corresponding Figures 

10. As disclosed in note 23 to the financial statements, the corresponding figures for 
30 June 2008 have been restated as a result of changes in accounting policies 
during the 30 June 2009 financial year in the financial statements of Matatiele 
Local Municipality. 


Other matters 

Without qualifying my audit opinion. I draw attention to the following matters that relate 
to my responsibilities in the audit of the financial statements; 

Unaudited supplementary schedules 

1 1 . The supplementary information set out on pages xxx to xxx do not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 


Non-compliance with applicable legislation 

Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 

12. There is no official logbook kept for the mayoral vehicle of the municipality and on 

review of the driver’s diary, trips to the mayor’s residence were noted but because 
of the limited information given in the diary I was not able to determine official and 
MFMA This could lead to contravention of section 167(2) of the 

13. The accounting officer of the Matatiele Local Municipality has failed to submit 

annual financial statements for the financial year ended 30 June 2009 within the 
M^FMA^^ months after year end as required by section 126(1) of the 

14. The municipality did not have an approved banking policy during the current 
financial year as required by section 13 (2) of the MFMA. and reconciling items 

cc/m cleared timeousfy in the bank reconciliations as required by section 
65(2) (j) of the MFMA. 



15. As required by section 52(b) & (d) of the MFMA the Mayor may in providing such 
general political guidance monitor, oversee the exercise of responsibilities in terms 
of this act to the accounting officer and the chief financial officer must vi/ithin 30 
days of the end of each quarter, submit a report to the council on the 
irnplementation of the budget and financial state of affairs of the municipality The 
following documents could not be provided for audit purposes: 

• Action taken by the Mayor to ensure that the post of the accounting officer 
was filled as the CFO has been an acting municipal manager for more than 
a year (i.e. 30 September 2008 - 30 November 2009). 

• Reasonable steps to ensure that annual performance agreements as 
required by section 57(1) of the MSA for the municipal manager and all 
senior managers were approved and signed by the accounting officer and 
other section 57 managers. 

16. Non-compliance with section 62(1) (c) of the Municipal Finance Management Act 
(No. 56 of 2003) has been detected. The MFMA tasks the accounting officer with a 
number of responsibilities concerning financial and risk management and internal 
control. Fundamental to achieving this Is the implementation of certain key 
governance responsibilities, which we have assessed as follows: 

The municipality had a shared audit committee but was not operational 
throughout the financial year. 

• The municipality had an outsourced internal audit function from 19 June 
2009 and was therefore not in operation during 2008/2009 financial year. 

17. (1){a) and (2)(a) of the Municipal Finance Management Act, (Act No. 
56 of 2003) states that the accounting officer is responsible for the management of 
the assets of the municipality including the safeguarding and the maintenance of 
those assets: and must for this purpose take ail reasonable steps to ensure that 
the municipality has and maintains a management, accounting and information 
system that accounts for the assets and liabilities of the municipality. 

As previously reported, the Fixed Asset Management Policy which was used by the 
Municipality had no evidence that it had been approved by the Council during the 
period under review. ^ 

18. Formal and written delegations made by the mayor, the accounting officer and the 
chief financial officer as required by sections 59(1).79 and 82 of the Municipal 
Finance Management Act. No.56 of 2003 respectively, could not be produced for 
audit purposes. 

19. Section 132(1) and (2) of the Municipal Finance Management Act, No.56 of 2003 
states that, the following documents must be submitted to’ the provincial 
legislature: 

• The annual report of each municipality and each municipal entity in the 
province, or if only components of an annual report were tabled in terms of 
section 127(3), those components; and 

’ adopted in terms of section 

129 ( 1 ). 

The accounting officer of a municipality must submit the documents referred to 
in subsection (1)(a) and (b) to the provincial legislature within seven days after 
the municipal council has adopted the relevant oversight report in terms of 
section 129(1). 



No evidence has been obtained to confirm that the accounting officer submitted 

legislature within seven days after the municipal council has 
adopted the relevant oversight report.) 

20. Section 44 of the Municipal Finance Management Act (No.56 of 2003) states thaf 
whenever a dispute of a financial nature arises between organs of state the 
parties concerned must as promptly as possible take all reasonable steps that may 
be necessai7 to resolve the matter out of court and that if the National is not a 
party to the dispute, the parties must report the matter to National Treasury." 

Included in the creditors' balance is an amount of R 1,896,883.19 being monies 
due to Alfred Nzo district municipality in respect of water and sanitation services 
I his amount has not been paid over due to an uncertain claim of loan amount by 
the municipality on behalf of the district municipality. Evidence of service 
agreement by both municipalities in respect of these services could not be 
provided. A response from the previous audit report paragraph states that "The 
amount owed to Alfred Nzo had been paid off against money owed by them for 
outstanding services and loan repayments. 

This has not been done and no correspondence between the two municipalities 
could be provided and that National Treasury has been advised as required In 
terms of the above section. 

21 . The municipality did not submit a report for the quarter ending 30 June 2009 on 
the implementation of the budget as required In terms of section 52 (b) & (d) of the 
Municipa Finance Management Act, and the financial state of affairs of the 
municipality was also not submitted to the Council within 30 days. 

22. During the audit of Creditors, it was noted that the Municipality does not pay its 
suppliers within 30 days of receMng the relevant invoice as required in terms of 
bection 65 (1) and (2) of the Municipal Finance Management Act, Act 56 of 2003. 

23. Circular No.34 states that the municipalily/municipai entity must submit a separate 
report for each contract awarded (and signed) above R100 000 to National 
Treasu^ within 15 days of the end of the month. However through inquiry and 

supporting documentation of some contracts that were awarded and 
wh^h are above R100 000, it was noted that the municipality did not send reports 
to National Treasury for contracts amounting to R374 041. 

24. No training was given to the evaluation committee members during the current 

year under review for them to meet the prescribed competency levels as required 
by section 119(2) of the MFMA. ^ 

25. Section 62 (1) (c) (i) of the Municipal Finance Management Act states that "the 
municipality has and maintain effective, efficient and transparent systems-of 
financial and risk management control" 

As was reported in the previous audit, the municipality did not have a risk 
management policy up to 25 June 2009, but later approved one on 26 June 2009 a 
risk committee and formal risk assessment was not performed on a regular basis.' 

Municipal Systems Act 

26. The annual report, service delivery agreements, long term borrowing costs' all 
supply Cham management contracts above a prescribed value, an information 

d snnTpri* a prescribed value that have been 

disposed of and all quarterly reports tabled in the Council in terms of section 52 (d) 
have not been placed in the municipality's website as required by section 75 (1) 



1° performance agreements or contracts for the municipal manager 
Tu section 57 managers as required by section 57(1) of the MSA. 

^ prevention plan as required by section 6 (2) 


Municipal Property Act 

during the year 
properties. This is 
that a municipality 

Other non-compliance 


29. The interim valuations were not made by the municipality 
under review although there were improvements made in some 
contrary to section 77 of the Municipal Property Act which states 
must regularly, but at least once a year, update its valuation roll. 


Key governance responsibilities 

30. The Municipal Finance Management Act tasks the accounting officer with a 
nurnby of responsibilities concerning financial and risk management and Internal 
control. Fundamental to achieving this is the Implementation of certain kev 
governance responsibilities, which I have assessed as follows: 


No 

Matter — 

Y 

N 

Cle 
a ti 

ar trail of supporting documentation that is easily available and provided in 
nely manner 



1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested Information. 



QU£ 

A 

ility of financial statements and related management information 



2. 

A 

The financial statements were not subject to any material amendments resulting 
from the audit. ® 



3, 

auditor's'report*^^^ submitted for consideration prior to the tabling of the 


“7 

Tim< 

3liness of financial statements and management information 



4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 1 26 of the MFMA. ^ 



Avai 

lability of key officials during audit 



5. 

Key officials were available throughout the audit process. 



DevE 

and 

Hopment and compliance with risk management, effective internal control 
governance practices 



6. 

Audit committee — 




The municipality had an audit committee in operation throughout the 
financial year. 




• The audit committee operates in accordance with approved, written terms of 


y/' 



No 

Matter — — 

reference 

Y 

N 


• The audit committee substantially fulfilled its responsibilities for the year as 
set out in section 166(2) of the MFMA 


V 

7. 

Internal audit — 



8. 

• I ne municipality had an internal audit function in operation throughout the 
financial year. 


V' 

• me internal audit function operates in terms of an approved internal audit 
plan. 



• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA 



There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 



9. 

I nere are no significant deficiencies in the design and implementation of Internal 
control in respect of compliance with applicable laws and regulations. 



10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 



11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(c)(i)/95{c)(i) of the MFMA. 



12. 

MFM^/'°'^^ responsibility are in place, as set out in section 79/106 of the 



Folk 

w-up of audit findings 



13. 

1 ne prior year audit findings have been substantially addressed. 

✓ 


14. 

SCOPA resolutions have been substantially implemented. 

✓ 


Issue 

s relating to the reporting of performance information 



15. 

me information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 

— 

✓ 

16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 

17. 


A strategic plan was prepared and approved for the financial year under review ' 
lor purposes of monitoring the performance in relation to the budget and delivery 
Dy the Matatiele Municipality against its mandate, predetermined objectives 
outputs, indicators and targets section 68/87 of the MFMA. 



18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 




31 . The annual report has not been submitted for consideration prior to the audit report 
being signed as the Municipality is still in the process of preparing the annual 


32. The Annual Financial Statements were submitted on 30 September 2009, due to 
failure or crush of the municipality’s financial system, this led to delays' on the 

or iHif ^ 




33. The audit committee was ineffective in the performance of its duties in terms of its 
rnandate. The municipality’s council only decided in December 2008 to have a 
shared audit committee with the district municipality, Alfred Nzo the audit 
committee therefore only became effective in the last half of the financial year 
having their first meeting only in March 2009. This resuited in only approving the 
Internal Audit Charter only on the 30'^ June 2009, therefore; the internal audit 
department of the municipality did not function throughout the year either. 

34. The Internal Audit function was ineffective in performance of its duties in terms of 
the Internal Audit Charter as it was only approved at year end. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
Report on Performance Information 

35. 1 have reviewed the performance information as set out on pages xx to xx. 

The accounting officer’s responsibility for the Performance Information 

36. In terms of section 121{3)(c) of the MFMA, the Annual Report of a municipality 
must include the Annual Performance Report of the Municipality, prepared by the 

Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). ^ ^ 

The Auditor-General’s responsibility 

37. 1 conducted my engagement in accordance with section 13 of the PAA read with 

of 2008, issued in Government Gazette No. 31057 of 15 Mav 
2008 and section 45 of the MSA. ^ 

38. in terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the Performance 
Information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

39. 1 believe that the evidence I have obtained is sufficient and appropriate to provide 
a basis for the review findings reported below. 

Findings on performance information 
Non-compliance with regulatory requirements 

No comparison of current year and previous year’s performance targets 

40. The municipality did not ensure that a comparison of performance with targets set 
for the current and previous financial years was disclosed in the annual 
performance report, nor was mention made of the measures to improve 
performance, as required by section 46 of the MSA. 

No performance management system 

41. The municipality did not have a performance management system that is 
commensurate with its resources, best suited to its circumstances and in line with 

contained in its IDP as required by section 38 

or In© lvlo/\. 

No framework for managing performance information 



42. The municipality did not adopt or implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, 
monitoring, measurement, review, reporting and improvement will be conducted! 
organised and managed, including determining the roles of the different role 
players, as required by the requirements of regulation 7 and 8 of the Municipal 
Planning and Performance Management Regulations, 2001. 

Key performance indicators do not relate to the development priorities and 

objectives. 

43. The key performance indicators in the integrated development plan did not relate 
logically and directly to the development priority and/or objectives. Furthermore 
the key performance indicators are not consistent between the I DP and the 
SDBIP. the targets are not consistent between the IDP and the SDBIP and the 
inconsistencies have not been approved, as required by Section 26 (i) of the MSA. 

Insufficient staff for the implementation of a performance management system 

did not ensure that there were sufficient staff and support for the 
efficient and effective implementation of Performance Management System as well 
as the fact that there is no performance audit committee, this is In contravention of 
the requirements of Section 41(2) of the MSA. 

No framework for managing performance information 

45. The municipality did not have a framework for managing performance information 
in that the following were lacking;- 

• The post of the manger responsible for performance management 
information was vacant. 

• Standard templates by means of municipal scorecard as the model for 
2008/2009^^ management as stated under page 132 of the reviewed IDP 

• Evidence that the performance information is reported to the Council on an 
annual basis. 


Usefulness and reliability of reported Performance Information 

46. The following criteria were used to assess the usefulness and reliability of the 
information on the Municipality’s performance with respect to the objectives in its 

• Consistency: Has the Municipality reported on its performance with regard to 

pL°? targets in its approved integrated development 

• Relevance: Is the Performance Information as reflected in the indicators and 

targets clearly linked to the predetermined objectives and mandate. Is this 
specific and measurable, and is the time period or deadline for delivery 
specified? ^ 

Reliability: Can the reported Performance Information be traced back to the 
source data or documentation and is the reported Performance Information 
accurate and complete in relation to the source data or documentation? 



The following audit finding relate to the above criteria: 

Reported performance information not reliable 


47. An assessment could not be performed of the reliability of the Performance 

I JsC niunicipality did not have a performance management 

system that is commensurate with its resources, best suited to its circumstances 

by srcta sTof 


APPRECIATION 
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Mthatha 
25 May 2010 



AUOITOR-GENERAt. 
SOUTH AFRICA 


Audiling to build public confidence 



